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Yield Comparison | nvestment Guidelines Compliance (3-31-04):
1.30% » Diversfication: Actual Max.
[ Lep U. S. Treasury/Agency 30%  100%
1.20% i |nstitutional Repurchase Agreements 13% 50%
Money Funds Negotiable CDs & BAs 24% 40%
110% 1.08 1.07 [] 91 Day T-Bill Non-Negotiable CDs 2% 25%
' Commercia Paper 14% 35%
Corporate & Bank Notes 17% 25%
1.00% |—
.95 94 «Maturity Limitations:
0.90% Average Days to Maturity 65 days
Average Maturity May Not Exceed 90 days
0.80% Monthly Statistics.
0700 67 «Avg NAV: $2,252,407,000 =ActiveAccounts: 842
A 0
. fﬁ, A -SmpleYidd: 1.08% «Effective Yield: 1.09%
0.60% el ?..-r Quarterly Performance:
A AT 3rd Qtr YTD
0.50% £ S AverageYied: FY 04 FY 04
ard Otr vTD LGIP 108%  1.07%
FY 04 FY 04 Ingtitutional Money Funds’ 066%  0.67%
91 Day T-Bill 095%  0.94%

*Consist of 615 institutionl money market funds totaling $929.5 billion as reported
by IBC/Donoghue as of 3-31-2004.
News of I nterest:

Interest rates steadily declined throughout the past quarter. However, the landscape abruptly changed on
April 2 with the release of the Department of Labor’s employment report for March. Non-farm payrollsrose a
much stronger than expected 308,000, the largest increase since April 2000, and both the January and February
reportswererevised upward. Gainswere generally broad-based, but benefited specifically from bounce backsin
retail and condtruction, after strike and wesather related declines. After four consecutive monthsof payrollscoming
in 9gnificantly below consensus forecadts, this was a very well received report. The importance of thisreport is
even more sgnificant when one considers that weak job growth has been the sole focus of Fed policy.

The important question is what will be the trend for payrolls going forward and will the growth be enough to
bring the Fed off the Sdelines? The best way to look at payroll trendsis to use a three-month moving average,
which is currently 171,000 job gains per month. The Fed wants to see job growth fast enough to employ new
workers entering the labor force and close the accumulated shortfal of jobs over the last three years. Lehman
Brothersresearch providesthefollowing rules of thumb. 1f job growth continues a the 300,000 monthly pace, the
Fedwill tighten thissummer. If payrollsaverage 200,000, the Fed will tightenin thefourth quarter. And, if payrolls
average below 200,000, the Fed is on hold until some time in 2005.
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Whilethe March payrall report initidly garnered the headlines, other March economic reports are pointing in the
same direction. Both the manufacturing and the non-manufacturing 1SM reports for March were positive. Manu-
facturing 1ISM showed across the board strength in new orders, production, employment and order backlogs.
Commodity prices pushed the prices paid portion of theindex to its highest level since January 1995.

March retail sales continued the trend of stronger than expected economic numbers rising 1.8%, more than
double the consensus forecast of 0.7%. This increase, plus upward revisons for the previous two months, lead
economigs to raise their GDP forecasts for both the first and second quarter.

CPI wasthe next surprise. It camein at 0.5% versus expectations of 0.3%. Of greater concern to the market
was the 0.4% increase in the core rate versus expectations of 0.2%. The core prices, which exclude food and
energy, showed broad based increasesincluding lodging, medica costsand agppard. Thisstring of robust economic
rel eases prompted some economiststo re-eva uate thetiming of the beginning of the Fed tightening cycle moving the
firg tightening into 2004 from 2005, possibly even the 3¢ quarter of 2004.

Although yidds trended lower throughout the quarter, they have sgnificantly increased since the early April
economic releases. According to aweekly poll of clientsby J. P. Morgan Chase & Co., bond investorsare the most
bearish snce 1992. With the possibility that market sentiment may be changing and the extremey low level of
interest rates, especialy in the short and intermediate sectors of the yield curve, one can probably not be too
cautiousin this environmernt.

The LGIP portfolio yield has basicdly treaded water for the entirefiscal year to date a the 1.07%/1.08% leve.
In an environment where interest rates are at 45-year lows, we have increased our alocation to floating rate secu-
rities to take advantage of higher yields when they do occur. Approximately 30% of the LGIP portfolio is now
invested in floating rate securities. Calable agency securities have been the other primary category of investment.
For the past severd yearsissuers have exercised their cal options resulting in callable securities being called awvay
from the investor, but with the recent rise in interest rates this scenario is not likely to continue. At the moment it
appears the LGIP yield has bottomed out for this cycle and should be gradually increasing, but will not change
subgtantidly until the Fed raises the federd fundsrate.



